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BUDGET STATEMENT: FINAL DRAFT
I attach the final draft of the Budget Statement.

2 Please could copy recipients check this very
let me have any comments by 1.00 pm.
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Al. The setting for this year's Budget is more
favourable than it has been for very many years. We
are now entering our seventh successive year of
steady growth, and the fifth in which this has been
combined with low inflation. The ‘public finances

are sound and strong, and unemployment is falling.

atlon, in bad times as well as good, to hold

f1rm1 our policies of sound money and free

markets again, I reaffirm those policies.

hese the fruits of the Government's

. I shall begin, usual, by reviewing the
economic background to the Budget. I shall then
turn to monetary po ‘ and to the fiscal outlook
this year and nex 1ly, I shall propose some
changes in taxatioi> designed to improve still
further the prospects tﬂ> before us. A number
of press releases, filling out the details of my

proposals, will be available from the Vote Office as

@
i
D

soon as I have sat down.
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B. THE ECONOMIC BACKGROUND

Bl. I start with the economic background.

B2s Ninetee.n eighty-six was dominated by the
sudden collapse of the oil price. Our own economy
was affected not only directly, as a major oil
producer and exporter, but also by the pause in
@q growth as the world economy adjusted to what
h n described as the third oil shock. Despite
thi islocation, however, the economy has

devel most respects as I foreshadowed a year

ago. §>

B3. 1In 1986 as a whole output grew by a further

2} per cent or so, which compares well with the

experience of othestr ialised countries. It is

worth recalling that g the 1960s, and again in

the 1970s, Britain's wth rate was the lowest of

<o
all the major European mies. By contrast,

during the 1980s, our grawth rate has been the

-
Cevan /wub)

highest of all the major European ecenomies.

B4. And this greatly improved gr@ erformance

has been accompanied by falling inflati which at

34 per cent in 1986 reached the lowest(figure for
almost 20 years. Over the 1lifetime this

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY ‘




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

raged less than 5 per

cent, while growth has averaged over 3 per cent.

B5. puring the first half of last year exports and
hence output were affected by the pause in world
growth to which I have already referred. But since
the middle of the year exports have grown strongly.

Indeed, over the last three months the volume Of

Qég§>rts of manufactures was 6 per cent higher than a

y§§§§§arlier - a better performance than that of any

oth{éi?é'or economy. This pattern was reflected in
the rowth of manufacturing output in the

second last year.

B6. This resurgence of economic growth, coupled

with the special measures we have taken, has brought
about a welcome fa‘ the number of people out of
work. Since July -QSmp yment has fallen by more

than 100,000; the latgest six-monthly fall since

1973. Though the numbe§%<f:§ of work are still far

too high, both youth unngloyment and 1long-term
unemployment are now lower than they were a year

ago.

B7. I announced a number of spec mployment

measures in my last Budget, and since @§§§> my Rt

Hon and Noble Friend the Secretary of ¢ for

Employment has further extended the <§§é§§§t

2
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@ nemployed. There will
Qé%%i> also be more places on the Enterprise Allowance
Scheme, and the number of Jobclubs is to be

Q;§§> quadrupled. The new Job Training Scheme will
<i§§§§>> eventually give a quarter of a million people, most

of them youngsters, vocational training leading to

recognised qualifications. With these and other
measures, this Government has developed its
Qégg)oyment and training programmes on a scale which

ther country can match. But the best hope of

allQ§§§> he unemployed is in the continuing vigour

B8. Since evearly months of last year, there has
been a further surge in manufacturing productivity.
This continues the remarkable improvement in
productivity growhieved by British industry
throughout the 198:;i ring the 1960s, and again
in the 1970s, growth manufacturing productivity
in the UK was the 1ow§> all the seven major
industrial countries in world. During the
1980s, our annual rate of growth of output per head
in manufacturing has been the highest of all the

seven major industrial countries.

B9. The recorded current account of t;’kxbance of

£1 billion. This followed a cumulative

payments went into deficit in 1986

3
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account—surpltus—of-some—£20-billion between 1979 and

@ 1985. Some deterioration in our current account was
@ inevitable in the face of a £5 billion 1loss of

earnings on oil trade virtually overnight. But the
significance of this should not be exaggerated. The
exchange rate adjustment that followed the fall in
the oil price is already contributing to an improved
non-oil trade performance. And earnings from the

@ive stock of net overseas assets we have
@ed since 1979 will provide a continuing
su @to the current account in the years ahead.
At wer £100 billion our net overseas assets

are now er than at any time since the war, and

second onl ovthose of Japan.

Bl0. Looking ahead, I expect 1987 to be another year

of balanced growth ' low inflation. Total output

is forecast to riscs 3 per cent, with.exports and
<o

investment up by rath more than that. By then we

will have registered the @est period of steady

growth, at a rate approa dng 3 per cent a year,
that the British economy has known since the war.
Manufacturing industry, in particular, should do
well in 1987. And with the non-oi nomy set to
grow at 3% per cent, there is ev ospect of
unemployment continuing to fall t ghout the
year. 1In last year's Budget Speech I sa

outlook for jobs depended on a sustained im

4
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i s and industry. That

sustained improvement in economic performance 1is

now well under way.

Bll. pDespite the strong growth in exports, it will
inevitably take time for the full effect of the
exchange rate adjustment to work through. The

current account is thus likely to remain in deficit

@ year, by some £2% billion, around half of

c@( cent of GDP.

B12, @ foreshadowed in the Autumn Statement,
inflati continue to edge up for a time,
perhaps ex g 4% per cent by the Summer, before

falling back to 4 per cent by the end of the year.

While short-term fluctuations are inescapable, it

remains the Gover's prime objective to keep
inflation on an unyi downward trend.
O

B1l3. Given the continua?' f present policies in

this country, the biggestorisk to the excellent
prospect I have outlined is that of a downturn in
the world economy as a whole. There are still
serious imbalances afflictin the three
major economies - the United States one hand
and Japan and Germany on the other - ch,) if not

handled properly, could 1lead to a s neous

downturn in all three. And this in turn be
5
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in the foreign
exchange markets, whose tendency to overshoot is as

notorious as it is damaging.

Bl4. 1t was to address these dangers that the
Finance Ministers and Central Bank Governors of
siXx major nations met in Paris last month, and

agreed among other things to co-operate closely in

Q§§§>ering a period of exchange rate stability. 1In

et Speech last year, I said:

ovided we are not over-ambitious, I believe
h;:, he Plaza accord is something we can
use 1¥\build on."

That is what we have now done, with Plaza II. But

it would be idle to deny that the wider risks still

Bl5. Short of a worId wnturn, which can and must
be avoided, British indus now has an outstanding
opportunity, with growi arkets at home and

overseas, low inflatié%, rapidly growing

remain.

productivity and greatly improved profitability.
Provided it can control its costs a maintain its
present competitive advantage,

continuation of present policies,

forward to many more years of strong gr

with low inflation.

6
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5% RY POLICY

a sound and prudent financial framework. That

means, as it has done since 1980, the medium-term

<ii%£%§b Cl. For its part, the Government will keep in place

financial strategy.

C2. The central objective of the MTFS is steadily

Qégi)educe the growth of money GDP over the medium
t§§%$§so as to squeeze inflation out of the system
an if§i§;EIy to achieve price stability.

O
3. - Th uires monetary discipline buttressed
by low p cv sector borrowing. The essential
instrument of monetary policy must remain short term
interest rates. These will continue to be set in
the 1light of moy conditions as indicated
principally by the o<;wt of narrow and broad money
and the behaviour of e exchange rate.
o

C4. For narrow money, MO, gpe target range for next
year will be 2 to 6 per cent, as foreshadowed in
last year's MTFS. For broad money, however, as the
Governor of the Bank of England c y argued in
his Loughborough lecture 1last O ’ it

probably wiser in current circumstance 6§§§>

explicit target altogether. But broad
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@ con &ty e TO De caxken nto account in asseSSing
ji monetary conditions, as of course will the exchange

rate.

2
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Dl. I mentioned a moment ago the need to kee»

public sector borrowing low.

D2. The final outturn for the public sector
borrowing requirement last year, 1985-86, was just
under £6 billion, equivalent to 1} per cent of GDP,

Qé§§>lowest level since 1970-71. 1In my Budget last
x§§g§>faced with a massive loss of what now looks
1 £7) billion of North Sea o0il revenue, I

nonetﬁ%ﬁégb decided to hold the PSBR for this year,

1986-87 7 billion, or 1% per cent of GDP.

D3. In the event, this year's PSBR 1looks like

turning out at only £4 billion, or 1 per cent

of GDP: the second shccessive year of significant
under shoot. \

<?g§;>
p4. This successfulocome is chiefly
attributable to the remar'zgle buoyancy of non-oil
tax revenues in general and of the Corporation Tax

paid by an increasingly profitable business sector

in particular.

D5. Looking ahead, there is

uncertainty surrounding o0il prices,
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therefore stuck to the assumption I made last year

that the North Sea price will average $15 a barrel.
But it is clear that the increased flow of non-oil
tax revenues, coupled with the prospective further
growth of the economy in excess of the growth of
public expenditure, puts the public finances in a

very strong position.

Qg§§b I intend to keep it that way. Last year's MTFS

(géigéted a PSBR for 1987-88 of £7 billion, or
S

ent of GDP; and, as the House will recall,

@ assurance at the time of the Autumn
Statemeht, en I announced a £4% billion increase
in planne ic spending in 1987-88, that on no

account would I exceed that figure.

D7. TIndeed, I bel":it is right to go below it.
Since its inception : 1980, the MTFS has indicated

a steadily declining th for the PSBR expressed as

a percentage of GDP. % <:§ e now reached what I
judge to be its appropriatgadestination: a PSBR of
1l per cent of GDP. My aim will be to keep it there
over the years ahead. This will maintain a degree
of fiscal prudence that, until thi r,

achieved on only two occasions since

D8. Accordingly, I have decided to pro

PSBR in 1987-88 of £4 billion.

2
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D9. diminishes the scope
I have this year for reducing the burden of
taxation, which of course remains a major objective
of Government policy. But I am sure it is right to
err on the side of prudence and caution, and to

build a still firmer base for the future. That is

the principle on which both I and my predecessor

have consistently conducted economic policy these

<§§§%} eight years, and I see no reason to depart from

XN

I would make one further

a different nature. Economic

ldom concluded, one way or another.

This is chiefly because it is unusual for economic
policies to be held in place long enough to provide
sufficient eviden But the 1980s have been
different; and, ‘2) result, one critically
important economic argfiment has now been concluded,

finally and decisively.<><:::>

o
D1ll. Throughout our period of office, our critics

have consistently maintained not only that a fiscal

stimulus would produce real econ growth, but
that without an expansionary policy
sustained growth was impossible. The e

and have been proved wrong. The British

now embarking on its seventh successive

3
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ate of getting on for
3 per cent a year. And during that time the PSBR,
even if privatisation proceeds are added back, has
been deliberately and steadily reduced from a shade
under 6 per cent of GDP to a little over 2 per cent.
Indeed, had I or my predecessor at any time heeded
the advice of our so-called expansionist critics,

the British economy would never have been in the

Qgga}ecedentedly favourable position it is in today.

S
%

<@

o

0
Q,

)

&

4
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X1l. Before I turn to my proposals for changes in
taxation, I have one other change of a specific

nature to announce.

X2. In 1979, a few months after the present
Government had first taken office, my predecessor

unced the abolition of exchange controls, which

Kigi%& in continuous operation ever since the

outéigié of war in 1939. That bold action has, over

years, proved wholly beneficial to the
y; and I am glad to note that other
European now moving in the same

direction.

X3. But the Exch:Control Act remains on the

Statute book. The e has come to repeal it. The
o

necessary legislatio will be contained in this

year's Finance Bill. <><:::>

o
X4. T note that, in what was clearly intended to be

a major speech in New York 1in September, the

Deputy-Leader of the Labour Party d@iﬁé@ed that, and

I quote:

"The Labour Party has

reintroducing statutory exchange con

%
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I am confident, therefore, that the proposal I have

just made will be welcomed on all sides of the

House.

z
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business.

<ii%%§;b El. I now turn to taxation. First, taxzes on

E2. The fundamental reform of the Corporation Tax
system which I introduced in 1984 came fully into

effect last April. The new system has undoubtedly

oved the quality of Dbusiness investment
isdons in Britain, and is also encouraging more
égg;% companies to set up here.

Du;§§é§§the transition to the new system,

companies iven advance notice of the main rate

ov
E3i.
of Corporation Tax for the year ahead. This helped
them in their forward planning, and I intend as far

as possible to coq%iggg the practice of setting the

rate in advance. ordingly, I can announce now

<o
that the main rate Corporation Tax in 1987-88
will be unchanged at 35‘3 nt - lower than in any
other major industrial n <>10n, though the United

States is now set to emulate us.

E4. The low rate of Corporation ables me to
introduced a further simplifica into the
system. <§i§b
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Pl ies' capital gains are
liable to Corporation Tax, the amount of such gains
is first adjusted by a certain fraction so that the
effective rate of tax is the same as that on capital

gains made by individuals. This dates back to the

time when the two rates of tax were far apart.

E6. This is no 1longer the case: indeed, the
oration Tax rate for small companies is now

the Capital Gains Tax rate.

Bl @ erefore propose that, from today,
compan e apital gains be charged at the
appropriate orporation Tax rate, without

adjustment, save for the indexation which applies to

all post-1982 gains.

E8. Hitherto, cos have not been allowed to

& : .
set payments of Adv e Corporation Tax against

their liability to tax on ital gains. This means
that, where companies di bute capital gains as
dividends, the gains are in<szect taxed twice, once
in the hands of the company and once in the hands of

the shareholder. I propose that der the new

system, companies should be able to T payments
against tax on capital gains. (/pi>
@%
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E9. “Taken together, these changes should yield

£60 million in 1988-89.

E10. T also have some further simplification and
rationalisation of the Corporation Tax system to

announce.

Ell. At present, some companies established before

@ do not have to pay their Corporation Tax until

(@ 21 months after the end of the period for

whi it) is due, whereas companies established since

, 1965 pay their tax after 9 months - and some

,building s ties have to pay sooner still.

E12% - This difference in treatment cannot be

justified. Moreover, it is open to an abuse which
could put the timin'g a substantial proportion of
_the total Corporati% yield at risk.

E1l3. T therefore propoé> at all companies and

building societies should he treated the same way,

with all liable to pay Corporation Tax nine months
after the end of the accounting period on which the
tax is due. The change will be S i but I
would expect it to yield around

1988-89.

3
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El4 T aYso propose to legislate now to pave the way

for a new method of collecting Corporation Tax, to

be known as Pay and File. Under this sgyaoiem
companies will estimate their tax 1liabilities
themselves, and pay on the normal due date. Where
it turns out that the initial payment was too 1low,
the company will pay interest to the Revenue; where
the initial payment was too high, the Revenue will

interest to the company.

<§§§§§§@s new approach, which has already been

elcomed by the business community, is
e} ider programme of streamlining tax
collection nd will not come into force until the

early 1990s. But by legislating now I am giving

taxpayers and their advisers a firm basis on which

to prepare for the :scheme.

E1l6. while business<2%§§>industry as a whole are
doing well, the North S@ sector has inevitably
been hard hit by last year %>oil price collapse. My
Rt Hon Friend the Secretary of State for Energy and
I have followed closely the effects on North Sea

producers and their suppliers. Th ustry itself

n
is generally confident about t nger-term

prospects; while as for the tax syste ,Q§§§>only is

it inherently price-sensitive, but the anies

@

4
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themselves—have—repeatediy—stressed their desire

for stability.

E1l7. However, in the 1light of the immediate
problems, I introduced legislation last autumn to
bring forward the repayment of over £300 million of
Advance Petroleum Revenue Tax. This has already
helped many of the smaller and medium-sized
Qégiyanies faced with cash flow difficulties.
égifgéégbw propose two further Petroleum Revenue Tax
relie irst, as from today companies may elect

to have<§§i§§ 10 per cent of the costs of developing
certain ne <\\ields set against their Petroleum
Revenue Tax liabilities in existing fields, until
such time as the income of those new fields exceeds
the costs incurred. econd, there will be a new
relief against PRTs ending on research into UK

oil extraction that i ot related to any particular

field. 0@

o
E19. T believe that these <carefully targeted

changes will give a worthwhile measure of help to

the North Sea oil sector. Q!g;b

E20. Last year I put the Business Exp Scheme

onto a permanent footing. However, ther 1 <y 1 g

evidence that the present rules produce ar
5

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY ‘




BUDGET SECRET NOT TO BE COPIED

bund BYD LIS ONLY nd hence may crowd out

some projects and lead to bad decisions on others.

I propose therefore to permit the investor to claim
part of the relief against his previous vyear's
income. This will make it easier for companies to

raise BES finance throughout the year.

E21. T have to set the 1988-89 car and fuel benefit
es for those with company cars. The car scale

s still fall well short of the true value of

fit, and as last year I propose to increase

per cent. There will be no change in the

hich, as already announced, will also

be used for purposes from 6 April.

E22. Training and retraining are vital to a flexible

and competitive ec my . At present, training
financed by an e yYer that is related to the

o
employee's current jo§§§§>allowable against tax for
the employer and impogﬁiz;iy tax burden on the
employee. But an employer 0o is willing to finance

the retraining of workers for future employment

elsewhere may find that the cost of this is not
allowable against tax, and the e e may find
that he has received a taxable bene I propose
to remove both these obstacles. Thi

more workers to acquire new skills for new

6
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welcome growth in the number of small businesses and

the self-employed. The Government has done a great

deal to 1lighten the burdens on this vitally

important sector of the economy. Bu; I am well

aware that problems remain, not least in the field

of VAT.

Accordingly, I asked Customs and Excise to

a consultative document last autumn

ca (éi;bng a number of changes. 1In the light of the
respog%ﬁéE}o that document, I have four proposals to

make.

E25. Perhaps the biggest problem faced by the small
businessman today is the trade customer who is late
in paying his bills; \so late, sometimes, that VAT
becomes due beforei 1 has been paid. I can do
nothing about late S> ent; but I can, I hope, do

something about the VATQ’)m.
o

E26. My first and most important proposal,
therefore, is that, as from 1 October, businesses
whose annual turnover is under &£ lion, which
means more than half of all trader tered for
"VAT, will be able to choose to accou
+ the basis of cash paid and received.

words, they will have no liability to pay V&

7

BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY ‘




BUDGET SECRET NOT TO BE COPIED

they UDGET LIST QNLY I the money from their

customers. In addition to easing the cash flow

problems caused by late payers, this system will of

course provide automatic VAT relief for bad debts.

E27. I have to warn the House, however, that I
cannot legally introduce this change without first

obtaining a derogation from the European

unity's Sixth VAT Directive. I am applying for
égg?gcessary derogation today. The House will note
th @ upper limit of £% million is considerably
greahan the £100,000 suggested in the

- consu document.

A

E28. Second, I propose to give these businesses the

option of accounting for VAT on an annual basis.

Instead of making ‘ erly returns, they would make
regular payments o ccount, and then file a single
return at the end of e year. This option, which

offers considerable str@a@ing, will be available

next year.
o

E29. Third, the period within which businesses must

apply to be registered for VAT will@xtended from

S

E30. Fourth, there will be changes to t ’9

the special VAT schemes for retailers, @r

ten to thirty days.

8
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esses will be able to

make use of the simpler schemes.

E31l. T believe that the changes I have outlined, and
in particular the option to move to cash accounting,
will be widely welcomed by the small business
community. The cost will be £115 million in 1987-88

and £60 million in 1988-89.

@n addition, I propose to increase the VAT

threshold to £21,300, to keep it at the maximum

permi nder existing European Community law.

E33. In ight of the responses to the
consultative document, I shall not be going ahead

either with the withdrawal of the so-called standard

method by which r:p'lers calculate their gross

takings for VA s le) with the compulsory

deregistration of tra@ below the VAT threshold.
o

E34. T have one further me@sure to help the small
businessman, unrelated to VAT. I propose to
increase the limit for Capital Gains Tax retirement

relief by 25 per cent, from £100,0 tp) £125,000.

reform, where much still remains to b , an

essential element must always be the elimin@of

9
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rates of tax generally to be higher than they need

breaks, which cause

to be. Accordingly, I have five proposals to make

today to that end.

E36. The first concerns VAT, and has élready been
the subject of extensive consultation. The House
will be aware that a business that provides a
vice that is exempt from VAT cannot in turn
input tax on its purchases. But where the

ies of a business are in part liable to VAT
art exempt, the existing rules are
excess'<g§§§generous as to the amount of input tax
§§§E§UCted7 and this generosity is being

exploited on a growing scale. The rules must

that can

therefore be changed, and the changes, which I

Froposed to the House-last December, will come into
effect on lApr There will be special
arrangements to deaf> h the problem of brewers’

tied houses. I am als gzZ}Eg this opportunity to

exclude a significant n of small businesses

<O
from the scope of this provision. The yield from

this change will be some £300 million in 1987-88 and

£400 million in 1988-89. <§§§b

E37. Second, I propose to change th so that

companies in multinational groups whic dual

tax
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residence will no longer be able to s
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relref—twice—on—one—and—the—same interest payment.

(éii;> Genuine trading companies will not be affected.
; This change, which will take effect on 1 April,

follows the similar action recently taken by the
United States. It will yield £125 million in

1988-89.

E38. Third, I propose to end the present excessively

<§§§§?rous treatment of tax credit relief for foreign

Yggégglding tax paid on interest on bank loans. 1In
fu egfiibanks will be able to offset this tax credit
only éiéégﬁt tax on the profit on the relevant loan,
and no<<§g§é widely. This will bring our rules
broadly i line with those in most other

countries. The change will apply from 1 April this

year for new loans and from 1 April next year for

existing loans. It 1l yield some £20 million in
1988-89.

O

E39. Fourth, the ta?atment of Lloyd's
to
)

syndicates as it applies e Reinsurance to Close
system 1is clearly unsatisfactory. I therefore

propose to bring it into 1line with that of
provisions for outstanding 1liabj es made by
ordinary insurance companies a§§;§?§%geed, of
comparable provisions made by oth inancial
traders. I have asked the Inland Revenigé%ggéénsult
urgently with Lloyd's about the detail <§§§i§§;

11
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legisTIation. The new rules will first apply to

Qi;%fi> premiums payable for the Lloyds account which closes
<§§§D on 31 pecember this year.

E40 Fifth, I propose to implement. the Keith
Committee's recommendation that interest should be

charged in the limited number of cases where an

employer does not apply PAYE properly and a formal

<§§§gbssment has to be made to recover the tax. The

will take effect from April next year, and

the@éji)f in 1988-89 is estimated at £45 million.

i
E41. 1

broad fie f the taxation of business and

Q%§§§§S§e further proposal to make in the

enterprise.

E42. In my Budge'ast year I suggested the
possibility of int sé cing a measure of tax relief
for profit-related pagg?ﬁ

o

E43. I pointed then to twocponsiderable advantages
that might be expected to flow from arrangements
which relate pay to profits. First, the workforce
would have a more direct personal rest in the
profits earned by the firm in which ork; and,
second, there would be a greater deéggéb of pay

flexibility in the face of changiq§§§§§

conditions. Such flexibility is wvital 1

12
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nation, we are to defeat the scourge of

unemployment.

E44. Last July I presented a Green Paper on
Profit-Related Pay in conjunction with my Rt Hon and
Noble Friend the Secretary of State for Employment
and my Rt Hon Friend the Secretary of State for
Trade and Industry. I now propose to introduce a

<§§§§}me of tax relief broadly along the lines floated

K§§é§§ Green Paper.

E45. posals depart from those in the Green

iﬁg§§§>'mportant respect. I am doubling the
proportioncégigh employee's profit-related pay that
will be tax free from a quarter to a half, and I am
also increasing the upper limits on the relief. So
for a married ma average earnings receiving
5 per cent of his §> in profit-related form, the
tax relief will be eguivalent to a penny off the
basic rate of income ta§% @ cost will inevitably
depend on take-up: it cepld be £50 million 1in
1988-89, building up to substantially more than
that, as take-up grows, and as the proportion of an

employee's pay which is profit-rel ises.

E46. Profit-related pay is no panace§<§zf%p

there are no panaceas. What it is is a t help
on u

British business gradually to overcome

13
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ig : the nature and

behaviour of our labour market. I am today
challenging British management to take advantage of

that tool and to make good use of it, for the good

of their firm, their workforce and their country.

14
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F. TAXES ON SAVING
Fl. I turn now to the taxation of savings.

F2. A central theme and purpose of the Government's
policies is the creation of a genuine popular

capitalism.

hat means wider home ownership, wider share

owqéi?ﬁ) » and wider pension ownership. Over the

past years, the Government has actively

third.

promote first two, and has now embarked on the
g&ex

ownership, above all through the
council tenant's right to buy. And share ownership,
through the rapid growth of employee share schemes;
through the maszéii?y successful privatisation
programme, where Br in has led the world; and most
recently through tgi new Personal Equity Plans,
which I announced in 12>E::Par's Budget and which
started up on 1 January this vyear. In the first
month of the scheme, more than 2,000 people a day

took out Personal Equity Plans, many of them

first-time investors, as I had hopﬁggib

F4. We know that 63 per cent of hous ds)now own
their own homes, 2% million more than 'ﬁ} 1979.

However, there have been no official figure he

1
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more explosive growth of share ownership in Britain
over the past eight years. The Treasury and the
Stock Exchange therefore jointly commissioned a
major independent survey of individual.shareholding
in Britain. The results are now available. They
show that there are now some 8% million individual
shareholders in this country - amounting to one

th of the total adult population, and roughly

times the number there were in 1979.

F 5 en there is wider pension ownership. Two
years the Government embarked on a major
strategy ‘to end the coverage of private pension
provision and to give individuals far more
flexibility and choice in the way they provide for
their retirement. have already introduced a
number of importa§g§§§L measures to that end, and
the tax changes I am nouncing today will complete

the picture. <><i::>

o
F6. The cornerstone of the Government's pensions

strategy is the introduction of an entirely new
means of provision for retirement, loped by my
Rt Hon Friend the Secretary of S or Social
Services. This is the personal pensiony ich will
be launched at the beginning of next three

months earlier than planned.
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F7. Personal pensions are an important new

dimension of ownership. They will enable
employees - if they so wish - to opt out of their
employers' schemes and make their own arrangements,
tailored to fit their own circumstances. And they
will provide a new opportunity for the 10 million

employees who at present do not belong to an

upational scheme to make provision of their own
I

if they so wish, to contract out of SERPS.

F8.<Z;lb Budget last year I undertook to bring

forwar osals to give personal pensions the same
favourab <;§§§treatment as is currently enjoyed by
retirement “annuities. These were duly published in
a consultative document 1last November, and the
necessary legislation will be contained in this
year's Finance Bild ‘

o
F9. In addition, to co ge a wider spread of
occupational schemes, emgzéizls will be able to set
up simplified schemes with @he minimum of red tape.
This will be particularly welcome to many small
employers who have been discouraged by the
complexity and open-ended of a
full-blown final salary scheme. An will be
much greater scope for transferri
different types of pension scheme.

Finance Bill will contain the

provisions.
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F10. Finally, I have decided to go beyond the
proposals set out in the consultative document in
one important respect. I propose to allow members
of occupational pension schemes to make additional
voluntary contributions, with full tax relief, to a
separate plan of their own choice instead of, as
now, being restricted to plans within their

oyer's schemes. They will be able to top their

ns up to the present tax approval limits.

BN, @égigroposals I have outlined - along with the
gi?@kkt Hon Friend has already taken - will

make it e for people to take their pensions

measu

with them when they change jobs, which will be good
both for labour mobility and for independence. They
will widen the rang€)\ of choices people can make
about their pensin will mean that in future
individuals will hav;> ch more control over the way

in which their own <§§i::?n contributions are
o

invested.

F12. Taken as a whole, the changes we have made in
the last two years have brought t a radical
transformation in the ways people ovide for
their retirement. There are new

employers, and much greater freedom for

to plan their own pensions.

further major extension of ownership,

start to take advantage of the new opportunities.
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F13. But the generous tax treatment of pensions can
be justified only if it is not abused. I propose,
therefore, to introduce some limited changes to the
present rules to restrict the excessive relief which
can be obtained in some circumstances, particularly
by a few very highly paid people. These will
include a stricter definition of final salary and,

Q§§;biall arrangements entered into from today, an

limit of £150,000 on the maximum permissible

he pension and lump-sum benefits can be

calcula

Fl4. The cost of the overall pensions package will

éijié lump sum, coupled with more rigorous rules

inevitably depend on take up, but with that proviso

is estimated at £61ion in 1988-89.

O
F.1l5 For Friendly Séégiiies, I have decided to

o
replace the existing . empt 1life assurance

limit based on the sum agsured with a new limit

based on annual premiums. I propose to set this at
£100 a year, which will greatly increase the scope

of the traditional societies to of ife policies

to their members. <§§i§§
F16. The tax-exempt limits governing siéiﬁég and
or

accident benefits which trade unions pro

their members have not been changed since C

BUDGET SECRETE NOT TO BE COPIED
BUDGET LIST ONLY




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

With effect from today, I propose to increase them

to £3,000 for lump sums and £625 for annuities.

F17. Finally, in this section, I turn to Inheritance

Tax.
F18. In my Budget 1last year I abolished the

which was particularly

to the ownership and health of family

This year I propose to extend the same

om tax, on similar terms, to gifts

tled property where there 1is an

interest in possession. This will not, however,
apply to discretionary trusts. These changes will
be of particular benefit to family businesses and to

heritage propertih of which are often held in

trust. O

<o
F19. I also propose to<i::>e two minor changes

affecting business assets? First, holdings 1in

companies quoted on the unlisted securities market
will henceforth be treated for Inheritance Tax
purposes in precisely the same wa

companies with a full Stock Exct

Second,

6
BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY i




BUDGET SECRET NOT TO BE COPIED
BUDGET LIST ONLY

purpose of both these changes is to concentrate
business relief more accurately on those assets
which could provide funds to pay the tax only at the

risk of damaging the business.

F20. The abolition of the tax on lifetime giving was

of the first importance to family businesses. But I

ain conscious that it did little to help the
st taxable estates, where the family home is

o e principal asset.
230 Iig fore propose to make a substantial

increase Vin threshold for Inheritance Tax, from
£71,000 to £90,000, coupled with a simplification of
the rate structure from seven rates to four. As a
result of this change, the number of estates liable
to Inheritance Ta be cut by roughly a third.

The cost will be<> 5 million 1in 1987-88 and

£170 million in 1988-8 <:::>

F22. Despite this substant?gl relief, however, and
all the other much-needed reliefs that my
predecessor and I have introduced ce 1979, the
House may be interested to learn e expected
yield of Inheritance Tax in 19878 at over
£1 billion, is three times the vyiel pital

Transfer Tax in 1978-79, an increase in r rms

of almost 50 per cent. C;é>>
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F23. It is the same story with the other capital

taxes. Since we first entered office, their severity
has been significantly eased. And over the same
period the yield of Capital Gains Tax has risen in
real terms by 80 per cent and that of Stamp Duty by

140 per cent.

8
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Gl. 1 now turn to the taxation of spending.

G2. I have already announced some important
changes in value added tax to prevent avoidance and
to help the small businessman. I have no other

proposals for major changes in VAT this year.

owever, in the light of representations I have

G4. I propose to relieve charities from VAT on

certain welfare vehicles used by hospices to

transport the termifally ill; on installing or
adapting lavatory athroom facilities in charity

S
homes for the disable on drugs and chemicals used
by a charity in medical ??iiith; and on specialised
location and identificati 0'equipment employed by

mountain rescue and first aid services.

G5. while on the subject of charji
should remind the House that this
Bill will increase the limit on donati
under the new payroll giving scheme,

next month, from £100 to £120 a year.

1
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year. T alsO Proposé to increase the rates of duty

on trade licences and to rationalise the taxation of

recovery vehicles.

G9. I have no further changes to propose this year

in the rates of excise duty.
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Hl. Finally, I turn to income tax.

H2. There is now a worldwide consensus on the
economic desirability of tax reform and tax
reduction, and in particular the reduction of income
tax. This was demonstrated most recently by the

ious national policy declarations that emerged
ast month's meeting of Finance Ministers from
the ]

r industrial nations.

B3, Lo ©

stimulate prise, which in turn is the only

es of tax sharpen up incentives and

route to better economic performance. And it is
only by improving our economic performance that we
will be able to a rd to spend more on public
services; only <§§§3> improving our economic
performance that we<> 1 be able to create jobs on

the scale that we all wgﬁ§i§§>see.
<o

H4. That is why, ever since we first took office in
1979, we have consistently sought to reduce the
burden of income tax. We have cut asic rate of
tax from 33 per cent to 29 per c

reduced the punitive higher rates we 1

the Party opposite. And we have increas
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tax allowances by 22 per cent more than inflation,

taking almost 1% million people out of income tax

altogether.

H5. For 1987-88 I propose to raise all the main
thresholds and allowances by the statutory
indexation factor of 3.7 per cent, rounded up. Thus

the single person's allowance will rise by £90 to

(3§§2X 5 and the married man's allowance by £140 to
g%iigé. The single age allowance will rise by £110

2
to g2, and the married age allowance by £170 to

e age allowance income 1limit becomes

topose to raise the first, 40 per cent,

eshold by £700 to £17,900, in 1line

with statutory indexation; but the threshold for the

45 per cent rate will go up by only £200 to £20,400.

The other highee thresholds will remain
unchanged. C%ifQ

H6. I have two otheroes in allowances to
announce. First, I proposg to give an additional
increase in the age allowance for those aged 80 or
over. For them, the increase will be double the
amount due under statutory indexat o that, for
the very elderly, the single age alloﬁ§§§§>will rise
by £220 to £3,070 and the married age 6§§§>

£340 to £4,845. Around 400,000 taxp

2
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them will be taken out of income tax altogether.

H7. Second, the blind person's allowance has
remained unchanged since 1981, when it was increased
by £180 to its present level of £360. For 1987-88 T

propose to increase it by a further £180, to £540.

Finally, I turn to the basic rate of income

This is the starting rate of income tax for

ev 6553% and the marginal rate for the overwhelming

major f taxpayers.
H9. In<§§i§> t speech last year I reaffirmed the
aim set out by my predecessor in 1979, to reduce the

basic rate of income tax to no more than 25 per

cent. That remains my firm objective.
O
o
H10. However, given decision to use the greater

part of the fiscal scoéé ow have to reduce the
Public Sector Borrowing ;equirement, that goal
cannot be achieved in this Budget.

Hll. I can, however, take a further towards it,
as I did last year. I am therefo ucing the
basic rate of income tax by twopen

cent. This reduction, which will be

3
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taxpayer—imthe—land;will bBe worth more than £3 a

week to a man on average earnings.

H12. There will, of course, be a consequential
reduction in the rate of Advance Corporation Tax,
and - as last year - I also propose a corresponding
cut in the small companies' rate of Corporation Tax
from 29 per cent to 27 per cent. Taken together

the income tax change, this will mean a

icant reduction in the tax burden on small

es, which are so important for future growth
H13. The | tax changes I have just announced

will take effect under PAYE on the first pay day

after 17 May. They will cost a little more than

£2 billion in 1980ver and above the cost of
statutory indexatio<->

0(
H1l4. The total cost o§>if:>the measures in this

year's Budget, again on %9 indexed basis, is a

little over £2% billion.

@
%
O

4
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Jl. Mr Deputy Speaker, in this Budget I have
reaffirmed the prudent policies which, despite a
year-long coal strike followed by a collapse in the
oil price, have given us the strongest economy we

have known since the war.

<§§§i> After an Autumn Statement which increased
Rgéigé spending in priority areas, I have once again
cut((the )basic rate of income tax; a cut which the
Party ite are pledged to reverse, if they are
given t nce - which they will not be. And I
have done his while sharply reducing public

borrowing; a combination that has eluded successive

Governments for decades. This is a Budget built on

success, and a Buq%if§5g£ success. I commend it to
the House. <> .

o

‘o
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